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[The following article is reprinted by permission. It first appeared in the May 16, 1997, edition of the
Costa Rican weekly newspaper Tico Times]
The sale of carbon bonds by the Costa Rican government to a private US firm has been hailed
as the first step toward development of a global market in so-called Certifiable Tradable Offsets
(CTOs). But serious doubts remain about the ability of such commercial deals to halt environmental
degeneration. Norway bought the first carbon bonds ever issued The deal, announced during
President Bill Clinton's visit to Braulio Carrillo National Park on May 9, involved the sale of CTOs
valued at 1000 metric tons of carbon to Centre Financial Products Ltd. In February, Costa Rica sold
200,000 MT in CTOs (worth US$2 million) to the Norwegian government in the first-ever carbonbond sale.
However, this most recent deal has much more widespread implications than the Norwegian
purchase. "The difference between this deal and the one struck with Norway is that the Norwegian
government is the final user of its bonds, while Centre Financial Products is buying the CTOs
in order to sell them," explained Franz Tattenbach, national coordinator of the Costa Rican Joint
Implementation Office. "This is the first step towards creating a trading market for these bonds."
Certifiable Tradable Offsets are a revolutionary and highly controversial scheme for "financializing"
protection of the earth's environment. Each bond represents a specific amount of carbon present in
greenhouse gases. A CTO valued at 1000 MT of carbon actually represents that quantity of carbon
emitted as pollutant carbon dioxide (CO2). By issuing a 1000-MT CTO, a government commits itself
to maintaining for a specific length of time (in this case, 20 years) an area of forest able to absorb
CO2 containing 1000 MT of carbon. The smallest bond available is worth one MT. CTOs have three
major benefits.
A government or, perhaps, a private landowner selling bonds is theoretically bound to protect an
area of forest able to "sequester" the specified amount of carbon, thus ensuring survival of forest
that may otherwise have been destroyed.
The issuer of the CTOs gets a financial reward for protecting its environment, which, it is hoped,
will encourage other countries to participate in the scheme, thus extending the areas protected
by the bonds. The size of the reward depends on the amount of forest protected. The Norwegian
government's US$2 million investment corresponded to US$10 per MT of sequestered carbon, but
the prices of CTOs could fluctuate wildly. (Centre Financial declined to reveal how much it paid for
its 1000-MT CTO).
©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 1 of 3

LADB Article Id: 55200
ISSN: 1089-1560

Finally, the buyer of a CTO will be able to resell the bond on the Chicago stock market and, as
the project grows, on other markets. This could lead to big profits for investors if the CTO market
expands in line with current expectations. "This whole scheme is a wonderful idea," said the CEO of
Centre Financial, Richard Sandor. "It will create the desire among CTO issuers to reforest. You can
do something environmentally sound and get paid for it."

Bonds lack guarantees against fraud by issuing government
However, serious problems are already on the horizon for the CTO project, despite support from
the World Bank and the Earth Council of the United Nations. The biggest obstacle is that no
international treaty exists yet to regulate the issuance of CTOs and monitor protection of carbonabsorbing forests. At present, a country could issue CTOs worth hundreds of thousands of MT at a
high price while continuing to destroy its forests without fear of international repercussions. Even
worse, a private individual could hypothetically sell CTOs for a large profit while possessing no
trees whatsoever.
Furthermore, if CTOs are to be sold on the international market like shares in a company, their
value would be subject to the rules of the marketplace. A sudden rush of CTO issues could see
prices dropping drastically in a crash that could wipe out their entire value, leaving the scheme nonfunctional. Still under debate is the precise carbon absorption capability of specific tree species and
of different types of forests. Studies by Harvard scientists suggest that more carbon sequestration
takes place in oceans, through algal plant matter, and in temperate climates, than in tropical rain
forests.

Anti-pollution rules could nudge governments to buy bonds
Another difficulty with the scheme concerns the lack of buyers. The only two organizations to have
made CTO purchases so far are Norway and Centre Financial, and they have done so as gestures
of goodwill, and in the case of the US firm, in an attempt to encourage other bodies to buy. If no
interest exists on the global market, the CTOs will not be sellable and therefore worthless. One way
to overcome these obstacles would be to set international restrictions on the emission of greenhouse
gases.
In Geneva last year, Timothy Wirth, US undersecretary of state for global affairs, called for tougher
measures to cut emissions from both public bodies and private companies. Proponents of the CTO
plan say this could be facilitated by requiring companies exceeding pollution limits to purchase
new, first-issue CTOs. The idea, according to Tattenbach, is that once a bond is sold to an offending
company, it cannot be resold. The company surrenders the bond to the relevant environmental
authority as proof that it has paid its dues for exceeding pollution limits, effectively taking the
certificate out of circulation.
Another method would be for the governments of developed countries to spend a small proportion
of their GDPs each year on first-issue CTOs. Not only would this be a sensible investment, assuming
the bonds can be sold at a profit, but it would also help compensate for the environmental damage
caused by developed countries. "The question is, who should pay for the mitigation of pollution,"
said Tattenbach. "Who better than those who pollute?" Meanwhile, in a clear demonstration of its
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hopes for the CTO market's future, the Costa Rican government has authorized Centre Financial to
sell as many as four million MT in CTOs over the next 20 years, worth as much as US$80 million.
According to Tattenbach, it is hoped that the first million MT worth of CTOs will be issued by
August and that trading in Chicago will begin by December. Profits from the sale of the bonds will
go directly to the Costa Rican government. However, an unspecified portion will go to the Earth
Center, which is to be built near Santa Ana west of San Jose. In this way, it is hoped, the proceeds
from CTO sales will have a more immediate effect than the profits that CTO advocates insist will
result from the development of a global market in CTOs.

-- End --
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